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Q. Please state your name and business addresses.

A. My name is Stephen P. Frink. I am employed by the New Hampshire Public

Utilities Commission as Assistant Director of the Gas & Water Division. My

business address is 21 S. Fruit Street, Suite 10, Concord, New Hampshire 03301.

Q. Please summarize your educational and professional experience.

A. See Attachment SPF-5.

Q. What is the purpose of your testimony~?

A. My testimony supports the Company’s request for an increase in permanent rates.

Q. What level of permanent rates did the Company propose?

A. The Company has requested an increase in rates on both a temporary and

permanent basis designed to produce an additional $341,940 in annual gross

operating revenue. The increase represents a 7.15% increase over 2008 test year

revenue of $4,785,441 and a 13.65% increase in base revenue of $2,504,313. See

Attachment SPF-l.

Q. Are temporary rates currently in effect in this docket?

A. Yes. On October 29,2009 the Commission issued Order No. 25,034 authorizing

the proposed temporary rates effective November 1, 2009. Temporary rates are at

the same level as the requested permanent rates.

Q. Briefly describe Concord Steam’s tiling.

A. The test year utilized by Concord Steam is the twelve months ending December

31, 2008, a year in which the Company reported an overall rate of return of

negative five percent. Test year revenues and expenses were adjusted to reflect

normal weather, an expected increase in sales due to the addition of a new

customer offsetting declining usage attributed to the downturn in the economy,

and a substantial decrease in administrative and general expenses as a result of



cost cutting measures taken by the Company. The Company proposed a I .5%

rate of return on pro formed average test year rate base of $4,93 I ,207. Concord

Steam testified that a greater increase in the revenue requirement could be

justified, but that the proposed increase is intended to maintain rates that are

competitive with alternative sources of heat.

Q. Please describe Staff’s review of the filing.

A, Staff issued two rounds of discovery, held two technical sessions and performed a

comprehensive audit. In performing its audit the Commission Audit Staff issued

numerous audit requests and filed a final report with the Commission on February

11, 2010.

Q. Please summarize Staff’s recommendation for a permanent rate increase.

A. The Company’s request for a rate increase to affect a $341,940 increase in annual

revenue should be approved. Using traditional ratemaking methods Staff

determined that an increase in the annual revenue requirement of $719,155 would

be appropriate absent competitive concerns. The requested increase results in an

overall rate of return of 3.91 percent compared to an overall rate of return of 8.35

percent under traditional ratemaki ng.

Q. Will approving an increase that produces a low rate of return impact the

Company’s ability to provide safe and reliable service?

A. Over the long run it could. Over the short term the revenue requirement is enough

to fund operating costs and maintenance. Long term, Concord Steam is in the

process of implementing a business plan that should allow it to earn a reasonable

rate of return. Key to that plan is being able to retain its current customer base

until a new plant is built, at which time the Company expects to be able to

substantially reduce costs, increase sales and lower rates by approximately 30
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percent. The proposed increase in the revenue requirement should be enough to

enable Concord Steam to continue providing safe and reliable service in the short

term, without increasing rates to the extent that existing customers would leave

the system before Concord Steam is able to implement its business plan.

Q. Please explain how the revenue requirement increase of $719,155 was

derived using traditional ratemaking methods.

A. Staff used an overall rate of return of 8.35 percent; determined using Concord

Steam’s 2008 year end capital structure, the Company’s cost of debt and the most

recent return on equity approved by the Commission’ (Attachment SPF-4). The

overall rate of return was applied to rate base to determine the income required to

achieve the return; the Company’s rate base was determined using a thirteen

month average (Attachment SPF-3). Test year net income was then subtracted

from the income requirement to determine the pre-tax revenue deficiency; the

Company’s net income was determined using pro formed test year revenues and

expenses (Attachment SPF-2). The pre-tax revenue deficiency was then grossed

up for taxes to determine the revenue requirement (Attachments SPF-1).

Q. What adjustments were made to rate base?

A. Staff eliminated the Company’s adjustment to plant and depreciation, as the

Company was unable to satisfactorily explain the proposed adjustments. Staff also

used a 13 month average rather than the test year (12 month) average used by

Concord Steam, and Staff corrected a minor error the Company had made in its rate

base calculation. Although the final audit report suggests prepayrnents should be

increased to include $24,102 of prepaid property taxes and decreased $7,916 to

EnergyNorth Natural Gas, Inc. d/b/a National Grid NH , Order No. 24,972 (May 29, 2009), order
granting delivery rate increase.
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eliminate prepaid property taxes related to the wood yard, the audit report does not

state when the prepayments were made. it is assumed that the property tax

prepayrnents would have been made very late in the year, and the thirteen month

average of the net increase would have a minimal impact on rate base.

Q. Did Staff make adjustments to the income statement?

A. Yes, Staff made adjustments to test year revenues, expenses and taxes. A

summary of both the Company’s and Staff’s income statement adjustments can he

found on pages 2 & 3 of Attachment SPF-2.

Q. What adjustments did Staff make to test year revenue?

A. Staff accepted the Company’s revenue adjustments and made four others. Th~ lirsi

Staff adjustment moved an expense from one revenue account to another, correcting

the individual accounts but having no impact on total revenue. The second

adjustment reduced test year revenue by $15,000 to reflect a known and measurable

change, a reduction in sales due to a delay in Concord’s Rundlett Middle School

commencing steam service. The Concord School District has entered into a special

contract with Concord Steam2 for ten years of steam service at Rundlett beginning

November 1, 2009. Concord Steam has made the line extension to serve Rundlett,

but Rundlett has yet to make the capital improvements necessary to convert its

heating system from oil to steam. Concord Steam is working with the school district

to resolve the issue. The third adjustment reduces test year revenue by $17,000 to

reflect a reduction in test year insurance premiums due to prior year overcharges.

The fourth adjustment increases test year revenues by $26,892 to reflect December

2008 electricity sales not reflected in the Company’s filing.

Q. What adjustments did Staff make to test year operating expenses?

2 Concord Steam Corp., Order No. 25,030 (October 27, 2009), order Nisi approving special contract.
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A. Staff made two adjustments to remove expenses recovered through Concord

Steam’s cost of energy (COE): wood yard property taxes of $25,113, and loader

rental expense of $43,000. Staff also reduced production expenses by $3,494 to

reflect the fact that Rundlett did not commence service on November 1, 2009, as

anticipated in the filing. A reduction of $2,361 was necessary to correct an error in

the Concord income statement. Finally, Staff reduced expenses by $40,891 to

reflect the net impact of adjustments identified in the final audit report and agreed to

by the Company (audit adjustments are identified on p. 3 of Attachment SPF-2),

Q. What adjustments did Staff make to income taxes?

A. Staff calculated the additional income tax related to the pro forma adjustments,

which can be found on page 2 of Attachment SPF-2, and adjusted income taxes

accordingly. Although Concord Steam experienced a loss during the test year and

therefore only paid a portion of the business enterprise tax in 2008, the tax impact is

accounted for through the deferred tax expense that includes an adjustment for the

test year net operating loss (NOL). The tax impact will reverse when the NOL

carryover is applied against future earnings.3

Q. Do you have any other comments?

A. Yes. First, Concord Steam appears to be doing all it can to reduce costs without

impacting safety and reliability. The Company laid-off a number of employees

and froze wages, but has recently determined that it will need to refill at least one

of those positions and possibly more. The projected increase in sales due to the

addition of Rundlett Middle School has yet to materialize, as conversion to steam

service has been delayed due to Concord School District funding issues. So.

The deferred tax expense includes other timing differences as weU, but is primarily made up of the NOL
carryover and the depreciable basis for fixed assets. The deferred tax expense related to depreciation will
reverse over the life of the assets.
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while the proposed increase in the revenue requirement appears to offer a modest

rate of return, the rate of return is likely to be somewhat lower.

The final audit report found inconsistencies in individual revenue accounts

and supporting detail to be troublesome. The audit staff noted that there were

eight revenue accounts, seven balance sheet accounts and 24 expense accounts

where the amount recorded in the Company’s general ledger differed from that on

the annual report. The audit staff also found instances where Concord Steam used

cash, rather than accrual accounting. While the net impact of the errors identified

in the audit report is minor, the number of errors and accounting inconsistencies

are a concern. Staff appreciates the Company’s effort to control costs by limiting

outside accounting services but Concord Steam needs to demonstrate that it has

the in-house expertise to produce accurate books and records. Because the

Company is seeking an increase well below what it is entitled to, Staff is

confident that the accounting inconsistencies and errors have not impacted the

proposed rates but Staff will be looking for a marked improvement in the

Company’s bookkeeping.going forward.

In the last rate case Staff did not propose aiiy changes in ho~ costs arc

allocated between the delivery and COE rates, but stated that it would address the

issue in the Concord Steam’s next rate case, based upon the assumption that the

next rate case would arise following the construction of the new plant. Staff

continues to believe that it is appropriate to delay that discussion pending

construction of the new plant.

Q. Does this conclude your testimony?

A. Yes.
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,‘~ttachment SPF-l

p of2

CONCORD STEAM CORPORATION
Reveiiur Requirement

(SC Calculated nemp Slali
Relercitce Proposed Traclt tinnal Raic Making Imposed

Rate Base Proposed Sl’P-3 4,931.207 5.058,l) H l~X (I

Rate of Relunt SPF-4 1.50”, 8.35% 3 91%

Income Required ~3.Q60 422.2~fl

N~t Operatitig Income SPF-2 (29.457) (5.440> 5.4451

After Tax Ocliciency 293.425 427.717 7113.369

Tax Rate (total tax paid/income after tax) 6,53% 68. 4% 68 4’..

Tax 48.516 291.438 13n

Revenue Requirement 341,940 71 9,t 55 341.940

Percent Increase - Base Revenues

Revenue Deticiency 341.940 719.155 3-tI 9411
Test Year Base Revenues 2.51)4.313 2.51)4.313 2.51)4 ~t 1

Percent Increase — 3.65”!,, Z$.72% 3.05%

I’ereent tncrease- Total Revenues

Revenue Deliciency 341.941) 719,155 331 V-lu
Test Year Revenues 4.785,441 4,755.341 4.7!,5.44 I

Perc~n5 Increase 7.15”!,, 15.03% 7.15%

-7-



Attachment SPF.1
p. 20(2

CONCORD STEAM CORPORATION
State & Federal Income Tax Computation - Utility Operations

Traditional Proposed
Calculation of State Income Tax

Operating Income Before Taxes (p. 1) 719,155 341,940

State Income Tax (tax rate 8.5°/o) 61,128 29,065

Income Subject to Federal Income Tax (income less state tax) 658.027 312,875

Federal Income Tax (tax rate 35%) 230,309 109,506

Total Federal & State Taxes 291,438 138,571

Net Operating Income 100.00% 100.00%
Business Profits Tax 8.50% 8.50%
Subject to FIT 91.50% 9l~50%
Federal Income Tax 35.00% 35.00%
Federal Tax Rate 32.03% S2.US~~

Total tax paid 40.53% 40.53%
Income after tax 59.48% 59.48%

Tax rate (tax paid/inc after tax) 68.14% 68.14%

Traditional Ratemaking. revenue requirement before tax 719,155 341,940
Income after tax 59.48% 59.48%
Revenue requirement pre-tax 427717 203369
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CONCORD STEAM CORPORATION
Operating Income Statement

Attachment SPF-2
p. 1 of 3

Revenues
Base Rate

Fuel Charge

Meter Charge

Electricity Sates

Other

Total Operating Revenues

CSC Staff
CSC CSC Pro Forma Staff Pro Forma

Test Year Adjustments Test Year Adjustments Test Year

2,053,949 (20.556) 2.033,393 (15.000) 2.013 393

2,281,128 240,987 2,522,115 2,522,115

31,900 31,900 31,900

150,827 150,827 26.892 177.719

267,637 (132,834) 134,803 (17,000) 117,803

4,785,441 87,597 4,873,038 (5,108) 4,867,930

Expenses
Production - Fuel Costs
Production - Other (sewer. loader, e(ec, etc.)
Distribution O&M
Customer Accounts Expense
Sates & New Business
Admin & General Expenses
Write off uncoltectab(e expense

Depreciation

Amortization

Operating Rents, net

Taxes Other Than Income Taxes - Property

Final Audit Report Net Adjustments

Total Operating Expenses

Operating Income Before Federal Income Taxes

Slate Income TaxesIBET

Federal Income Taxes

Deferred State Income Tax

Deferred Federal Income Tax

Total Income Taxes (194,752)

Operating Income After Federal & State Income Taxes (173,433)

2,220,872 2.220,872 2.220,872
1,412,090 7,487 1,419,577 (46,494) 1,373,083

215,660 215,660 215,660
53,977 53,977 53,977

4,933 4,933 4.933
624,991 (58,804) 566,187 (2,361) 563,826

722 722 722

245,336 245,336 245.336

(3,O1B) (3.018) (3,018)

225,555 225,555 225,555

152,508 (15,062) 137446 (25.113) 112.333

140.891) (40891)

5,153,626 (66,379) 5,087,247 (114,859) 4,972,388

(368,185) 153,976 (214,209) 109,751 (104,458)

9,111 — 9,111 9.111

• 200,000 200.000 (104.258) 95.742

- 0

(203,863) (203,863) (203.863)

200,000 5.248 (104,258) (99,010)

(46,024) (219,457) 214.009 tS.448t
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Attachment SPF-2
p. 2 of 3

CONCORD STEAM CORPORATION
Summary of Income Statement Adjustments

CSC Revenue Adjustments 87.597

Increase in sales - Rundlett added as new customer 98,325
Weather normalization - test year 0.7% colder lhan normal (7.881)
Rundlett special contract, adjusts for discounted rate (111000)

(20,556)

COE 2008 under recovery 240.987

2008 greenhouse gas credits (14,500)
loss on loader (118,334)

(132.834)

Staff Revenue Adjustments (5.108)

Adjusted Rundlett sales - delay in taking service (15,000)

Revised greenhouse gas (3,470)
Revised loader insurance settlement on loader 3,470
Refund for insurance broker overcharges (17,000)

(17.000)

December 2008 electricity sales 26,892

Total Test Year Pro forma Revenue Adjustment - Net Increase 82,489

CSC Operating Expense Adjustments (66,379)

production cost increase due to Rundlett 7,391
sewer charge correction, 2008 missing payment 27,096
laid off 5 full time employees & salary reductions (50,000)
loader rental 43.000
loader deductible (20,000)

7,487

salary freeze, no management fee, 5% increase all other A&G expenses (58,804)

2008 property tax abatement (15,062)

Staff Operating Expense Adjustments (114,859)

reduction in production costs due to revised Rundlett sales (3.494)
loader rental recovered through COE (43,000)

(46.494)

Beginning bat. incorrect, error in co. spreadsheet (2.361)

Beginning bat. incorrect, wood yard property tax recovered through COE (25,113)

Net change resulting from Final Audit Report findings (see p. 3) (40,891)

Total Test Year Pro forma Operating Expense Adjustment -Net Decrease (181,238)

CSC Income Tax Adjustment - assumes income loss converted to profit 200,000

CSC & Staff Pro forma adjustment - increase in operating revenue 263,727
Less Pro forma adjustments correcting error in beginning balance (2,361)
Less Pro forma adjustments correcting error in beginning balance (25,113)

Net increase in operating revenue 236,253
Tax rate (Schedule 1 p. 2 of 2) 40.53%

Tax increase due to adjustments to test year revenue 95,742

Staff Income Tax Adjustment - reflects actual increase in income tax (104,258)

Total Test Year Pro torma Tax Adjustment. Net Increase 95,742
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Attachment SPF.2
p. 3013

CONCORD STEAM CORPORATION
Summary of Income Statement Adjustments Related to Final Audit Report

Reference Audit Report
Page

11 2008 property tax overstated (filing $1 12.333 vs audit $92,836) (19497)
15 water/sewer expense understated (filing $170,586 vs audit $197,554) 26,968
19 remove federal fine included in regulatory expense 12900)
20 increase legal expense to remove credit related to 2007 expense 1,886
20 remove legal expense related to 2007 rate case (2,935)
21 increase legal expense for 2008 utility invoice not recorded on utility books 2,390
21 remove tax and accounting expense related to 2007 rate case (1,539)
21 remove 2007 air testing service charge in 2008 (4,770~
21 remove expense related to mapping for new merchant electric plant (3,750)
22 remove expense related to financing for new merchant electric plant (15.000)
22 remove expense related to insurance for new merchant electric plant 1915)
23 remove 2007 expense recorded in 2008 17.800)
23 remove non-recurring expense related to accident requiring body work on truck (3,829)
23 remove loader expense billed in December to be recovered through cost of energy (9,200)

Total Test Year Pro forma Expense Adjustment Net Decrease (40,891)
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Attachment SPF-3
p. 2 of 2

CONCORD STEAM CORPORATION
Working Capital

Stall’ Profornwd
CSC Adjustment Test Year

Total O&M & Income Tax - test year (Schedule I) 4,866,939 6.439 4.873,378
Less: Depreciation & Amortization (Schedule I) (246,038) 3,720 (242,318)

Net O&M 4.620,901 4,631,06o

Monthly Average (Net 0&M /(2 months) 385,075 385.922

45 day average (1.5 * monthly average) 577,6(3 578,882

Total Working Capital 578,882

Adjustments:
Reflects adjustments to O&M expenses
Includes rent expense omitted by CSC
Corrects depreciation & amortization
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Attachment SPF4
p. 1 of 1

CONCORD STEAM CORPORATION
Overall Rate of Return

Traditional Ratemaking Purposes

Weighted
Component Cost Average Cost

____________ Rate(%) Rate (%)

9.54% (LSS%

5 29% 086%

5.25% 0.61%

8.35%

CSC Profot-ma Rate of Return 1.50%

Staff Proforma Rate of Return 3.91%

Item Amount

Common Stock $3,763,071)

Long Term Debt 5851.001

Short Term Debt $607,000

Total $5,221,071

Component
Ratio (%)

72%

16%

12%

100%
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Attachment SPF-5

Stephen P. Frink

Educational & Professional Experience

Mr. Frink graduated from the University of New Hampshire with a bachelor of
Arts degree in Sociology in 1977 and a Masters in Business Administration in 1980. He
attended and completed Depreciation Programs sponsored by Depreciation Programs,
Inc. at Grand Rapids, Michigan in 1992, 1993, 1994 and is a member in good standing of
the Society of Depreciation Professionals since 1994.

In 1981, Mr. Frink worked as a High School Math Teacher in Manchester, New
Hampshire.

In 1982, Mr. Frink relocated to Texas and worked asan Auditor for Dallas
County. He audited various county departments and performed monthly reconciliations
of various fund accounts.

In 1985, Mr. Frink went to work for Schenley Industries, Inc., a wholesale liquor
distributor located in Dallas, Texas, where he audited national and international
manufacturing plants.

In 1986, Mr. Frink left Schenley to work for the City of Dallas as a
Budget/Financial Analyst, where he prepared and monitored budgets, prepared pro forma
statements, amortization schedules and performed cash flow analysis. He was promoted
to Senior Analyst in 1987.

In 1988, Mr. Frink left the City of Dallas to work for the City of Austin as a
Financial Analyst. There he prepared budgets and fiscal impact statements, developed a
capital projects tracking and monitoring system, and provided training and technical
assistance in the implementation of a new accounting system.

In 1990, Mr. Frink joined the Finance staff of the New Hampshire Public Utilities
Commission. Working as a member of the PVC Audit Team, he conducted or
participated in audits of the books and records of public utilities. He performed desk
audits and determined rates of returns. He prepared schedules and exhibits supporting
testimony in dockets involving rate increases and participated in settlement conferences.
In 1995, Mr. Frink became a full time Analyst for the Finance Department and in 1996
was promoted to a Senior Analyst position, primarily responsible for analyzing and
advising the Commission on issues of depreciation, cost of gas adjustment filings, special
contracts, and finance and rate increase petitions. In 1998, Mr. Frink was promoted to
Assistant Finance Director. As Assistant Finance Director, he assisted in the direction of
all aspects of a department responsible for the audit, analysis and review of public utility
financial operations, including financing, rate cases and various utility studies filings
related to public utility regulation. In 2001, New Hampshire Public Utilities Commission
operations were restructured and Mr. Frink became Assistant Director of the Gas &
Water Division and now administers all aspects of regulation olgas utilities.
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